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year of positive financia l
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A

gains .
Blue Cross and

Blue Shield

of

ing business in a way that
is "true " to our values. It
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to deliver value through an
array of affordable "blue"
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deliver

net

mill ion

on

revenues

of

$5 billion. This allow ed us
Florida (BCBSFJ,

true blue means conduct-
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it
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means
day

equity.
BCBSF 's commitment to
increase

policyholders'

equity reflects the financial
stability we offer our members . It is an important
measure of the company's
ability to meet its obligations
w hen claims expenses are
higher than anticipated or

promise

during times of economic

to provide caring solutions

uncertainty. Policyholders '

through

our

to

to increase policyholders'

our

world-class

employees.

equity provides a strong
founda tion for developi ng
new capabi lities that improve the quality of health

Throughout 2001, BCBSF
successfully responded to
the many opportunities and
chal lenges in the marketplace. We achieved solid,

----

we ll-ba lanced resu lts that
were

strong

care for our members wh ile
lowering overall costs. It
also is a req uirement if w e
business and serve more
customers.
As an independent, ta x-

historical

performance .

paying mutual company,

Our resu lts are especially

BCBS F is subject to the

signifi cant given the chal-

same regulat ion

by the

lenging, turbulent health

Department of Insurance as

care environment and the

other commercial insurers

vo latile economy.

operating

In

Florida .

In

2001, the company pa id

***

13th

of Florida -

first as president and CEO, then as

chairman of the board and CEO, and, upon his retirement from the company in June 1998, as chairman of
the board. When Flaherty joined the company in 1979,

care industry while creating a management philosophy that recognized both individual excellence and
teamwork. Through his leadership, the company
accomplished the goals he set, and his legacy will
long endure. Flaherty retired as chairman at the end
of 2001. He has our lasting gratitude and our best

approximately $70 million

2001 RESULTS

our

E. Flaherty made to Blue Cross and Blue Shield

he envisioned making BCBSF a leader in the health

compared

we

characterize the 23-year contribution that William

are to continue to grow our

to the competition and our

Last year,

Leadership and integrity

recorded

consecut ive

in federal and state taxes.
BCBS F and its subsidiaries
now

serve

more

than

wishes for much happiness in his retirement.
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million

to

United

Way,

receiving recognition as the
6 million Floridians w ith
approximately 3.4 million in
health business, 2.1 million
in government business
0.6 million in diversified
business and 0.2 million
in e-business. Last year our
health business grew by
more than 165,000 members and our market share
increased to more than 30
percent.
The
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strong

presence,

com-

bined with our proactive
growth strategy and excel-

Robert Lujrano, MD.

lent capitalization, continue
to earn favorable external
ratings. Three independent
rating firms rated BCBSF
in 2001 : Standard & Poor's
(" A"

rating),

A.M.

Best

("A" rating) and Moody's
("A3" rating). These ratings
are

one

employeeT
Pl

Florida for the third year in
a row. Through our Blue
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fol

Community Champions program, BCBSF employees
volunteered their time and
energy to support civic and

4.

community activities and
to improve the lives of their
fellow Floridians .
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The company also launched

company's
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number

giving group in Northeast

among

the

highest

in the country for health

the Blue Foundation for a
Healthy Florida, Inc. As the
philanthropic
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of
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BCBSF, the Blue Foundation
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plans to distribute up to $1
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million a year to support pro-

Curr
Prior

grams that positively impact

1

the health and well-being of

Balance

uninsured and underserved
The balar
adjustme1
amounts,
ba lance sf

Floridians. In its inaugural
year, the Blue Foundation
awarded $925,000 in grants
to 16 nonprofit organizations

The increa
es include1
tai n unfavo
ca re costs 1

across the state to fund
a diversity of programs, from

companies.

educating older adults about
prescription drugs, to train-

..
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ing

COMMUNITY
COMMITMENT

physicians

women's

regarding

heart

symptoms,

to

the lives of adolescents

health

with diabetes.
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based on yea
immediately ~
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remain in the c,
Blue Shield Nat
services the ret,
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and U.S. Govern
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As a leader in Florida's
industry,
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disease
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takes seriously its responsibility as a corporate citizen.
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We support a variety of

SOUND

programs and services that

PUBLIC POLICY

enhance the lives of the
people who live In our

We continue to work with

communities .

our members and other
consumers to ensure that

Last year, BCBSF and its

America's health care sys-

employees pledged $1.56

tem evolves in a positive

For financial repo
when the fair valL
gation. The definE
benefit obligation
on present salary

4

25

million

to

United

Way,

receiving recognition as the

coverage. Our health plan

6 million Floridians with

number

choices include HMO plans,

long-term

approximately 3.4 million in

giving group in Northeast

broad network PPO plans,

compensation, Away From

grams designed to improve

health business, 2.1 million

Florida for the third year in

supplemental health cover-

Home Care and many other

the quality of life for mem-

in government business,

a row. Through our Blue

age for Medicare recipients

products.

bers

0.6 million in diversified

Community Champions pro-

business and 0.2 million

gram, BCBSF employees

in e-business. Last year our

volunteered their time and

health business grew by

energy to support civic and

more than 165,000 mem-

community activities and

bers and our market share

to improve the lives of their
fellow Floridians .

increased to more than 30
percent.

one

employee-

direction. Last year, medical
costs increased 10 to 15
percent after averaging 5 to
6 percent annually for the
past decade. With health
care costs skyrocketing, it
is especially important to
keep Floridians informed
about health care issues

The

1, 2002
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is service as
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efforts to continuous/Ya improve our:
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physicians

women's

As a leader in Florida's

to

chronic conditions, and the
members

enjoy

innovative use of technology

of subsidiaries, we also offer

advantages that include:

to stream line administrative

prescription drug coverage,

prenatal education and early

processes and give mem-

dental plans, life insurance,

intervention

bers easy access to the

in

state

legislature

and

in

a

As

coordinated

who share our commitment

choice and provide greater

get involved. They explain

value to our health plan

to their representatives in

members, we also provide

Tallahassee or Washington,

a

D.C., the impact proposed

BlueComplements . Through

legislation would have on

this program, members can

their businesses, their em-

get discounts on vision care,

program

cal led

LASIK eye surgery, hearing

Together,

to
and

a contact lens mail order

affordability of health care,

service and several forms of

and we support positive

alternative medicine such as

changes that improve the

acupuncture.

we
the

work
quality
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disease
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AFFORDABLE

improving

the lives of adolescents
with diabetes.

with

practical,

***

caring solutions. The way

SOUND

we do this is to focus on

PueucPoucv

choice and affordability.

We continue to work with

We offer an array of choices

our members and other

designed

consumers to ensure that
employees pledged $1.56

expand

exams and hearing aids,

members

Last year, BCBSF and its

free

to

ployees and their families.

bility as a corporate citizen.

people who live in our
communities.

part of our ongoing

commitment

to provide our members

enhance the lives of the

need

grassroots program, those

Our goal is to provide our

programs and services that

they

decisions.

takes seriously its responsi-

BCBSF

high-risk

information

"Our commitment is

industry,

from

Our

CHOICES

health

suffer

products. Through our family

regarding

heart

symptoms,

We support a variety of
.
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who

competitive market.

prescription drugs, to train-

COMMUNITY
COMMITMENT

indemnity

health care benefits, pro-

to make good health care

protect

a diversity of programs, from

workers'

preventive

under consideration in the

Through

educating older adults about

has f)_rovidea leaaership_ in a numb

traditional

care,

Congress.

The company also launched

APRIL

and

pregnancies,

to

meet

tem evolves in a positive

5

Florida has remained true to
its commitment to serve
Floridians. While our products and services will evolve

meet their diverse and

we

incorporate

ever-changing needs."

innovative

technologies

and

new
design

solutions,

our

true blue commitment to

***

give back to the community

needs of Florida employers

and to provide affordable

as

health choices to the people

well

purchasing

4

Cross and Blue Shield of

as

the

diverse and ever-changing

America's health care sys-

with caring solutions that

For nearly six decades, Blue

as

individuals

health

care

of Florida will continue.
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health

"When the kids are sick and

When they first sw itched to

need to go to the doctor and

Health Options, the Youngs

Jerome

might need a prescription ,

needed to change physi-

and their chi ldren:

I can take them to their pedi-

cians . "It w as an easy
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atrician without worrying

process . They gave us a

a

about how I'm going to pay
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There is a swing set for
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West Palm Beach backyard.
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coverage .
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pediatric
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wetland, a kids' clubhouse
for hanging out.
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before Skyl,

A canal also runs along the

Illustrating t

back of the yard, and the

of care sh

kids spend a lot of time there

Sandra talk

trawling for fish . W hich is

annual ph

how, one weekend last year,

family doc

Jordan got a barbed fishing

blood test

hook impaled in his pinkie

the streni

finger. After confirming that

seizure mE

her pediatrician didn't have

increased .

weekend

done that,

office

hours ,

Sandra took her son to the

a seizure

local hospital's emergency

appreciati,

room .
Receivable

Whether
The Wachovia Bank teller
didn't worry about red tape

Our HMO, Health Options,

because, for the past five

cold or a
provides nearly a million Floridians

years, Blue Cross and Bl ue
Shield of Florida's HM O,

with access to quality, affordable health

Property, eq
Depreciation
over the esti
three to thirt
are reviewe
ci rcumstanc
No material I

Health Options, has covered

care. Our HMO product line focuses

Computer so
software. Th
based on a p
is computed
years, depen

her family.
on prevention, early detection and

lot,

from

the

birth

number of emergencies,"
Jerome, works as a vending
specialist for

Coca-Cola, which offers the
The costs of .
expenses, an J
7
These expens
certain Medic
$31 million anallll$zlll41!1!!!
m!!!1ll!
iii!!!l
on!',lll!n~e~t~o~f accumulated amortization, at December
31, 2001 and 2000, respectively, are included in deferred expenses.
Deferred acquisition assets are being amortized over the expected
premium-paying period of the related policies.
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peace of
affordabl
her famil
"Becau!:
I pay fc

comprehensive benefits
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dictable out-of-pocket costs and a free

says Sandra . Her husband,
warehouse

6
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two of our children to any
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the resu
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"They've seen us through a

her neuro
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healthy
everyth

an insolvency has occurred for which
the Company will be assessed.
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Jordan,
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he Youngs
Sandra,

Jerome

and their children:
14;

Zack,

12;

Sumner, 4; and Skylar, 2 spend a lot of time in their
West Palm Beach backyard .
There is a swing set for
playing, grasshoppers for
catching and, tucked into
the woods on the edge of a

health

coverage.

"When the kids are sick and

When they first switched to

need to go to the doctor and

Health Options, the Youngs

might need a prescription,

needed to change physi-

I can take them to their pedi-

cians . " It was an

atrician without worrying

process. They gave us a

about how I'm going to pay

wide

for it."

says. "I like the doctors

selection,"

easy

Sandra

...

on the plan; everyone we
see is great."
The
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physicians
pediatrician

include
for

the

children , a family doctor
for the parents, and an
OB/GYN specialist and a
neurologist for Sandra . She
was referred to the neurologist when the after-effect

wetland, a kids' clubhouse
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for hanging out.
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Sandra talks about her last

how, one weekend last year,

annual physical with her

Jordan got a barbed fishing

family doctor. Thanks to a

hook impaled in his pinkie

blood test, he determined
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hours,
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Our HMO, Health Options,

cold or a required childhood

because, for the past five

}

years, Blue Cross and Blue
Shield of Florida's HMO,

provides nearly a million Floridians
with access to quality, affordable health

immunization, Sandra says
the results are the same:
peace of mind and quality,

Health Options, has covered
her family.

her neurological condition, a

care. Our HMO product line focuses

affordable health care for

on prevention, early detection and

her family.

member education, offering members

"Because of the low fees

"They've seen us through a
lot,

from

the

birth

of

two of our children to any

comprehensive benefits

with pre-

and for the prescription

number of emergencies,"
says Sandra . Her husband,

dictable out-of-pocket costs and a free

Jerome, works as a vending

BlueComplements discount program.

warehouse

6

7

plan, it's affordable," she
says . "I can keep my kids
healthy and up-to-date on

specialist for

Coca-Cola, which offers the

I pay for having the HMO
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everything ."

health care decisions . They
also work with members
hen Deborah
a

across the state in various

(and

case management areas.

providers) to help maximize

checked

Case

health plan benefits .

and also

managers

provide

their

health

care

physician

single mother

information to our members

from Jacksonville, tried to

The diabetes program sends

donate blood two summers

who deal with chronic or
complex health conditions

ago, she was turned away

so they can make informed
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because her blood pressure

Net in

was high. A visit to her fam-
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ily doctor determined that

members reminders to get
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she had both hypertension
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and diabetes.
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a

Rei

with

Jacksonville

cut

eliminatE
hyperten

Clai

Her diagnosis led to a visit

Rei

with a registered dietitian
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and a call from Elena Hicks,

(BCBSF)
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management

"People
you
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it," says

case

long wa

program,

I change
feel real

sels diabetes patients .

Pro

Our disease management programs
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"Elena did a lot for me," says
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Deborah,
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and older sister also have dia-
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betes. "I like to know what

diseases such as diabetes, asthma,
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I'm up against. I called Elena

congestive heart failure and cancer.
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N
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direction and, of course, I

such complex health conditions as

needed someone to help
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head injuries or joint replacements.

me vent."
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"This
definite
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"It's m,
and ke~
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N

Elena is just one of about

N

60 BCBSF employees -

I've ha

managers, nurses and sup-

edgeab

port personnel -

talk to.

C

who work

9
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The accompanying notes are an integral part of these consolidatedfinancial statements.
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"I was shocked," recalls
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health care decisions. They
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health plan benefits.
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health

care

physicians profiles of the

single mother

information to our members

from Jacksonville, tried to

who deal with chronic or

donate blood two summers

complex health conditions

members reminders to get

ago, she was turned away

so they can make informed

their

because her blood pressure
was high . A visit to her family doctor determined that
she had both hypertension

The diabetes program sends

...

hemoglobin- levels

and diabetes.

diabetic patients.
In January, Deborah called
with

Elena

some

good

news: She had lost some
weight and her blood sugar
levels had dipped below
a critical benchmark, significantly decreasing her risk

"I was shocked," recalls

of diabetic complications.

Deborah, 49, a product spe-

That allowed her doctor

cialist

to

with

Unisource,

cut
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Deborah's

supplier

diabetes medication from

of industrial products . "I

twice to once a day and

thought I was healthy."

eliminate her daily dose of

a

Jacksonville

hypertension medication .
Her diagnosis led to a visit
with a registered dietitian

"People think just because

and a call from Elena Hicks,
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complications are going to

and Blue Shield of Florida's

happen, but you can control
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it," says Deborah . "I have a
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long way to go, but since

Elena monitors and coun-
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sels diabetes patients.

feel really good ." Now that

diabetes

management

"Elena did a lot for me," says
Deborah ,

whose

parents

Our disease management programs
help members deal with chronic

and older sister also have diabetes . "I like to know what
I'm up against. I called Elena
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the

she has her diet under
control, she's focusing on
exercising more, with walks
around her neighborhood

diseases such as diabetes, asthma,
congestive heart failure and cancer.

and workouts at her fitness
center.

a number of times to see if
I was heading in the right

We also help members who have

direction and, of course, I

such complex health conditions as
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head injuries or joint replacements.

me vent."
Elena is just one of about
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"It's made me more aware
and kept me more focused .
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managers, nurses and sup-

edgeable like Elena I could

port personnel -
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Attorney at Law

Michael Cascone, Jr.*
Officer

Gonzalo F. Valdes-Fauli

Blue Cross & Blue Shield

Vice Chairman Emeritus

of Florida

Barclays Capital Latin America

Jacksonville, FL

audit includes examining, on a test basis, evidence
financial statements, assessing the accounting

Miami, FL

t

Yank D. Coble, Jr., M.D.

Jacksonville, FL

*William E. Flaherty retired as chairman of the board December 31, 2001,
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$

538
86
252
876

$

434

Short-term borrowings
Long-term debt

principles used and significant estimates made by

Total liabilities

79
231
744

158
186
228
207
148
69
124
1,996

1,625

995

932

164
155
203
156
134
69

management, and evaluating the overallfinancial
Commitments and Contingencies (Notes 6 and 9)

statement presentation. T1e believe that our audits
provide a reasonable basis for our opinion.

POLICYHOLDERS' EQUITY

Policyholders' equity

AJ.llj~JAJ..-4U,Ul.l~~tlP
Total liabilities and policyholders' equity

February 15, 2002

and Michael Cascone, Jr., assumed the role of chairman January 1, 2002.

317

2,557

Accounts payable and accrued expenses

(Board Emeritus)
Endocrinologist

155

$

Federal Employees Health Benefits Program
Bank overdrafts

Fort Lauderdale, FL

Chairman & Chief Executive

79

2,991

Premiums
Accrued payroll and related benefits

supporting the amounts and disclosures in the

191

Unearned premium income:

cial statements arejree of material misstatement. An

Greenberg Traurig

1,669

$

Total liabilities for policyholder benefits

generally accepted in the United States of America,

Bernal Quiros

283
309

Liabilities for policyholder benefits:

express an opinion on thesefinancial statements

Hugh M. Brown

1,077

LIABILITIES

Company's management; our responsibility is to

Charlotte, NC

$

192
86
186
352
189

Premiums and other

Florida, Inc. and its subsidiaries at December 31,

accepted in the United States of America. These

1,239
397
350
1,986

Receivables:

financial position of Blue Cross and Blue Shield of

Miami, FL

& President North Carolina

$

Equity securities

ments of income and comprehensive income and of

Professor, International Business

2000
(in millions)

ASSETS

$

2,991

$

***
***

tEffective July 1, 2001, Dr. Coble was designated board emeritus, which
is a nonvoting position on the board.

The accompanying notes are an integral part of these consolidatedfinancial statements.
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'eport of Independent Certified Public Accountants
BL UE CROSS AND B LUE SHI ELD O F F LOR I DA , I NC. AND SUBS I D I AR I ES

December 31 ,

2000

2001
,D OF DIRECTORS

Lewis A. Doman

Investments:
Equity securities

Gulf Breeze, FL

In our opinion, the accompanying consolidated
William E. Flaherty*

balance sheets and the related consolidated state-

Chai rman

ments of income and comprehensive income and of

Cash and cash equivalents
Total investments

Jacksonville, FL

Reimbursable contracts

financial position of Blue Cross and Blue Shield of

Federal Employees Health Benefits Program

Florida, Inc. and its subsidiaries at December 31,

Property, equipment and computer softw are, net

President

2001 and 2000, and the results of their operations

Deferred expenses and other assets

Orlando, FL

and their cash flows for the years then ended in

otal assets

conformity with accounting principles generally
Jan B. Luytjes, Ph.D.
Professor, International Bu siness

int
3cutive
ation

Claims outstanding

Company's management; our responsibility is to

Reimbursable contra cts

Walter S. Mclin Ill

express an opinion on thesefinancial statements

Policy reserves

Partner

based on our audits. We conducted our audits of these

:ant

Leesburg, FL

Bernal Quiros
Retired Bu si nessman
Coral Gables, FL
'icer

Frank P. Scruggs, Jr.
Att orney at Law
Greenberg Traurig

, Jr. *

Fort La uderdale, FL

2,991

$

538
86
252
876

$

Premiums

generally accepted in the United States of America,

Federal Employees Health Benefits Program
Accrued payroll and related benefits

which require that we plan and perform the audit to

Bank overdrafts

obtain reasonable assurance about whether thefinan-

Accounts payable and accrued expenses

cial statements are free of material misstatement. A n

Short-term borrow ings

audit includes examining, on a test basis, evidence

Long-term debt

supporting the amounts and disclosures in the

Total liabilities

1,625

995

932

Commitments and Contingencies (Notes 6 and 9)

principles used and significant estimates made by
management, and evaluating the overall financial

Barclays Ca pital Latin Ame rica

statement presentation. We believe that our audits

POLICYHOLDERS' EQUITY

Policyholders' equity

M iam i, FL

provide a reasonable basis for our opinion.
.,M.D.t

ota l1ab1l1ties and pol icyholders' equity

$

2,991

February 15, 2002

Jr., assumed the role of chairman January 1, 2002 .

164
155
203
156
134
69

158
186
228
207
148
69
124
1,996

financial statem ents, assessing the accounting

Vice Chairm an Em eritus

tired as chairman of the board Decem ber 31, 2001 ,

434
79
231
744

Unearned premium income :

statements in accordance with auditing standards

:ut ive

Gonzalo F. Valdes-Fauli

s

Total liabilities for policyholder benefits

M cl in, Burnsed, M orrison,
John son, Newma n & Roy, P. A.

191
79
155
317
146

Liabilities for policyholder benefits:

Miami, FL

::ilina

1,077
283
309
1,669

LIABILITIES

accepted in the United States of America. These
financial statements are the responsibility of the

Florida International University

$

192
86
186
352
189

Premiums and other

cashflows presentfairly, in all material respects, the

W . D. (Bill) Frederick, Jr.
Frederick Ente rprise Group

1,239
397
350
1,986

Receivables:

Blue Cross & Blue Shield
of Florida

$

Fixed maturities

Retired Businessman

:ive

(in millions)

ASSETS

To the Board of Directors of Blue Cross
and Blue Shield of Florida, Inc.:

***

***

The accompanying notes are an integral part of these consolidated.financial statements.
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, Dr. Coble w as designated board emeritus, w hich
on the board.
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Consolidated Statements of Income and Comprehensive Income
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Consolidated Statements of Cash Flows

BLUE CROSS AND BLUE SHIELD O F FLORIDA , INC. AND SUBSIDIAR I ES

BLUE C R O SS AN D BLUE SHIELD O F F LO RID A , IN C . AND SUB S IDI A RIE S

For the Years Ended
December 31 ,
2001
2000

For the Years Ended
December 31,

(in millions)

Cash flows from operating activities:

2000

2001

Net income

(in millions)

$

92

$

73

Adjustments to reconcile net income to net cash
$

Premiums earned
Amounts attributable to self-funded arrangements
Less amounts attributable to claims under self-funded arrangements

5,110

$

2,339

1,866

(2,076)

(1 ,656)

Investment and ot her income
Total revenue

85

82

5,458

4,886

Depreciation and amortization

64

53

Net realized gain on sa le of assets

(3)

(1 0)

Net unrealized gain on long-term investments

(1)

Increase in certain assets:

4,804

5,373

Net premiums earned

provided by operating activities :

4, 594

Premiums and other receivables

(1)

(10)

Reimbursab le contracts receivab le

(8)

(5)

(34)

(17)

104

(7 )

Deferred expenses and other assets
Increase (decrease) in certain liabi lities :

Claims and medical expe nses

4,283

3,839

Operating expenses

1,066

964

Total expenses

5,349

4,803

Reimb ursable contracts

83

109

Income before provision for income taxes

Claims outstanding

8

35

Deferred

9

(25)

21
(6)

3

Accrued payroll and related benefits

25

21

Net income

17

10

92

73

(21)

3

265

111

649

62 2

70

242

Cash f lows from investing activities:
Proceeds from fixed maturity investments sold
Proceeds from equity securities sold

Total provision for income taxes

27

Policy reserves

Net cash provided by operating activities

Current

5

Unearned premium income
Accounts payable and accrued expenses
Provision (benefit) for income taxes:

8

Proceeds from fi xed maturity investments matured

55

Cost of fi xed maturity investments purchased

(811)

(782)

Cost of equ ity investments purchased

(212)

(12 9)

(3)

Investment in affi liate
Other comp rehensive income:

Purchase of property, equipment and computer software
Net cash used in investi ng activities

(90)

(8 1)

(397)

(73)

Change in net unrea lized ga ins on
Cash flows from financing activities :

investments (net of $16 mil lion in deferred

(46)

Payments under line-of-credit agreement

(37)

(29)

income tax benefits for 2001 and 2000, respectively)

Issuance of long-term debt, net of discount and issue costs
Comprehensive income

$

63

$

122

Bank overdrafts

36

Net cash provided by financing activities
Net increase in cash and cash equiva lents
Cash and cash equiva lents, beginning of year
Cash and cash equivalents, end of year

***

$

***

The accompanying notes are an integral part of these consolidated.financial statements.

51

59

173

13

41

51

309

258

350

$

The accompanying notes are an integral part of these consolidated.financial statements.
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Consolidated Statements of Cash Flows
BL UE CR OSS A ND BL U E SHI E LD O F F LO RID A , IN C. A N D S U B S IDI A RI E S

For the Years Ended
December 31 ,
2001
2000
(in millions}
Cash flows from operating activities:

,tatements of Income and Comprehensive Income
OF FLORID A IN C . AND SUBSIDIARIES
:)55 AND BLUE S HIELD
'

Net income

$

92

$

provided by operating activities:
Depreciation and amortization

64

53

Net realized gain on sale of assets

(3)

(1 0)

Net unrealized gain on long-term investments
For the Years Ended
December 31 ,

2001

2000

If-funded arrangements
t o claims under self-funded arrangements

me

Premiums and other receivables

(1 I

(10)

Reimbursable contracts receivab le

(8)

(5)

(34)

(17)

104

(7 )

Deferred expenses and other assets
Increase (decrease) in certain liabi lities :

4, 594

$

5,110

(1)

Increase in certain assets :

(in millions}

$

73

Adjustments to reconcile net income to net cash

Claims outstanding

8

5

Policy reserves

21

27

Unearned premium income

(6)

Accrued payroll and related benefits

25

Reimbursable contracts

2,339

1,866

(2,076)

(1,656)

5,373

4,804
82

5,458

4,886

4,283

3,839

1,066

964

5,349

4,803

21
(21)

3

Accounts payable and accrued expenses

85

3

265

111

649

622

70

242

Cost of fixed mat urity investments purchased

(811)

(782)

Cost of equ ity investments purchased

(212)

(129)

Net cash provided by operating actIvItIes
Cash flows from investing activities:

ses

83

109

or income taxes

Proceeds from fi xed maturity investments sold
Proceeds from equity securities sold
Proceeds from fixed maturity investments matured

55

(3)

Investment in affi liate
Purchase of property, equipment and computer software

)me taxes:

1

taxes

8

35

9

(25)

17

10

92

73

Net cash used in investing activities

3

122

Issuance of long-term debt, net of discount and issue costs
Net cash provided by financing activities

Cash and cash equivalents, end of year

ome

63

$

51

59

173

13

41

51

309

258

350

$

(37)

(29)
$

(73)

(46)

Cash and cash equivalents, beginning of year

for 200 1 and 2000, respectively)

(397)

Payments under line-of-cred it ag reement

Net increase in cash and cash equivalents

:ed gains on
= $16 million in deferred

(81)

Cash flows from financing activit ies:

Bank overdrafts

;ome:

(90)

$

36

***

The accompanying notes are an integral part of these consolidated.financial statements.
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Notes to Consolidated Financial Statements
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BLUE CROSS AND BLUE SHIELD OF F LORIDA, I NC. AND SUBS I DIAR I ES

1.

***

SUMMARY OF ORGANIZATION AND
SIGNIFICANT ACCOUNTING POLICIES

Organization
Blue Cross and Blue Shield of Florida, Inc. (the Plan). a not-for-profit mutual
insurance company, offers a wide range of health insurance products
including traditional and preferred provider health insurance products,
health maintenance organization products (through its wholly-owned
subsidiary, Health Options, Inc. and its controlled affiliate, Capital Health
Plan) and special products such as long-term care and wellness programs
marketed throughout Florida. Life and dental insurance products are
marketed in Florida by Florida Combined Life Insurance Company, Inc., a
majority-owned subsidiary. Workers' compensation products are marketed
by Comp Options Insurance Company, Inc., a wholly-owned subsidiary.
First Coast Service Options, Inc., a wholly-owned subsidiary, is a
thi rd-party-administrator for Medicare. lncepture, a wholly-owned
subsidiary incorporated on October 1, 200 1, assists organizations in the
health ca re industry in improving their business processes. Navigy, Inc.,
a wholly-owned subsidiary, was established December 31, 2000 to focus
on leveraging existing capabi lities in the e-business marketplace. On March
12, 2001, The Blue Foundation for a Healthy Florida, Inc., a not-for-profit
cha ritable organization, was established to promote better health in
the state of Florida. The consolidated financial statements include the
accounts of the aforementioned entities (the Company).
The Plan is an independent licensee of the Blue Cross and Blue Shield
Association (the Association) The Association owns the Blue Cross and
Blue Shield service marks and establishes national policies and sets certai n
operating and financial guidelines for the independent Blue Cross and Blue
Shield Plans. The Association is not an affiliate or guarantor of the Plan.

Basis of Presentation and Principles of Consolidation
The consolidated financial statements include the accounts of the Company.
All significant intercompany transactions have been eliminated. Investments
in other companies in which less than a majority interest is held and where
the Company has significant influence over the operating and financial
policies of the investee are accounted for under the equity method.
Certain amounts in the 2000 financial statements have been reclassified
to correspond to the 2001 presentation.

Use of Estimates
The accompanying consolidated financial statements have been prepared
on the basis of generally accepted accounting principles. The preparation
of financial statement s in conformity with generally accepted accounting
principles requires the Company to use estimates and assumptions based
on analytical methods in determining deferred acquisition costs, deferred
income taxes, incu rred and unreported claims, valuation of pension and
other benefit plans, and other various accruals. Actual results could differ
from those esti mates.

Investments
Fixed maturities and equity securities are carried at fair value, which
is determined by a published market value. Changes in such va lue, net
of deferred income taxes, are reflected as a direct credit or charge to
policyholders' equity and are included in other comprehensive income.

B LUE CROSS AND B LUE SH I ELD OF F LORIDA, INC. AND SUBS I DIAR I ES

Avai lable-for-sale securities are defined as securities to be held for
indefinite periods of time and are not intended to be held to maturity.
At December 31, 2001 and 2000, all of the Company's securities were
classified as available-for-sale.

Certain other groups have contracts that provide for the group to be at risk
for all or a portion of their claims experience. Some of these self-funded
groups purchase aggregate and/or specific stop-loss coverage. In exchange
for a premium, the group's aggregate liability or the group's liability on
any one episode of care is capped for the year. The Company charges
self-fu nded groups an administrative fee which is based on the number
of members in a group or the group's cla ims experience. Under the
Company's self-funded arrangements, amounts due are recognized based
on incurred claims plus administrative and other fees and any stop-loss
premiums. In addition, accounts for certain self-funded groups are charged
or credited with interest expense or income as provided by the groups'
contract s.

Cash and cash equivalents consist of money market funds, overnight
repurchase agreements, high quality corporate debt issues, and demand
deposits with a maturity w hen purchased of less than ninety days. These
investments are carried at a published market va lue or amortized cost,
which approximates fair va lue. Changes in such value, net of deferred
income taxes, are reflected as a direct credit or charge to policyholders'
equity and are included in other compre hensive income.
Net rea lized investment gains and losses are ca lcu lated on a first-in
first-out basis of identification. Realized gains and losses and declines in
va lue judged to be other than temporary on available-for-sale securities
are included in investment and related income.

Operating expenses are allocated to various lines of business and
subsidiaries in order to determine the expense reimbursement due
from Medicare, where the Company acts as a fiscal intermediary.
Reimbursements of $166 million and $147 million for 2001 and 2000
(which approximates the cost of administering these programs) were
incl uded in revenue. The actual cost of administration is included in
operating expenses. Reimbursements and claim payments are subject to
audit by the respective agencies and any resulting adjustments are reflected
in current operations. In connection with this fiscal intermediary contract
and expense reimbursement arrangement, the Company processed
74 million claims totaling $12 billion in 2001 and 61 million cla ims
totaling $9 billion in 2000.

The Company adopted Statement of Financial Accounting Standards
(SFAS) No. 133, Accounting for Derivative Instruments and Hedging
Activities, as amended by SFAS No. 137, Accounting for Derivative
Instruments and Certain Hedging Activities - Deferral of the Effective Date
of SFAS No. 133, and SFAS No. 138, Accounting for Certain Derivative
Instruments and Certain Hedging Activities, an amendment of SFAS No.
133, on January 1, 2001. Implementing SFAS No. 133 did not have a
material effect on the Company's financia l statement s. SFAS No. 133
requires companies to record derivatives on the balance sheet as either
assets or liabilities, measured at fair value. The accounting for changes in
the fair value of a derivative depends on the intended use of the derivative
and the resu lting designation. The Company purchases fixed maturities
with investment return features that are based on an underlying equity
option. For these embedded derivatives, which are not designated as
hedging instruments, the fair va lue gain or loss is recognized in earnings
in the period of change. The Company recorded $2.0 million in pre-tax
rea lized investment losses for the fair va lue changes of embedded
derivatives during 2001.

Receivables
Receivables are reported net of an allowance for estimated uncollectible
amounts of $14 million and $20 million at December 31, 2001 and 2000,
respective ly, based upon a percentage of aged rece ivables and management's judgment of collectibility. The Plan records its proportional share of
unearned premium reserves and related receivables for the Federal
Employees Health Benefits Program (FEP).

Property, Equipment and Computer Software

In 200 1, the Company retai ned an agent to manage a securities lending
collate ral portfolio. Under the Company's securities lending policy, all marketable securities may be loaned, except for municipal bonds. The terms of
the loan agreement require collateral in the form of cash or money market
securities to be at a market value equal to, or greater than, 102% of the
market va lue of the loaned security. A minimum col lateral va lue of 105% is
necessary for collateral with a different denomination of curre ncy from that
of the loaned security. As of December 31, 2001, the Company had $295
million in securities loaned under this policy w ith pledged collateral at a
market value of $301 million.

Property, equipment and computer software are recorded at cost.
Depreciation and amortization are computed on the straight-line method
over the estimated useful lives of the related assets, which range from
three to thirty-nine years. Property, equipment and compute r software
are reviewed for possible impairment whenever events or changes in
circumstances indicate the carrying amount may not be recoverable.
No material losses were incurred as a result of this review.
Computer software costs consist of costs to purchase and develop
software. The Company capitalizes internally developed software costs
based on a project-by-project analysis. Amortization of capitalized software
is computed on an item-by-item basis over a period of three to seven
years, depending on the useful life of the software.

Concentration of Credit Risk
Investments in cash are in interest bearing deposits with major banks and
generally exceed federally insured amounts. The financial stability of these
institutions is reviewed on a continuous basis. Credit losses are not anticipated. Fixed maturity marketable investments are diversified and rated
BAA or better at the time of purchase by nationally recognized statistical
rating organizations. These credit ratings are continuously reviewed.
Diversification is enforced by limiting individual non-government issues
to no more than 5% of the portfolio.

Deferred Expenses and Other Assets
The cost s of acquiring new business, principally direct marketing
expenses, and certain expenses of policy issuance have been deferred.
These expenses vary with, and are primarily related to, the production of
certain Medicare supplemental products. The deferred acquisition costs of
$3 1 million and $24 million, net of accumulated amortization, at December
31, 2001 and 2000, respectively, are included in deferred expenses.
Deferred acquisition assets are being amortized over the expected
premium-paying period of the related policies.

Revenue Recognition
All of the Company's individual and certain of the Company's group
contracts provide for the individual or the group to be fully insured.
Premiums for these contracts are billed in advance of coverage periods
and recognized as revenue pro-rata over the period of service or coverage.
Other revenue is recognized in income when earned.

22

23

Goodwill represents the excess of the purchase price over the fair value
of the net assets at the date of acquisition. Goodwill of $78 million and $84
million, net of accumulated amortization, at December 31, 2001 and 2000,
respectively, is included in deferred expenses and other assets and is
being amortized on a straight-line basis over fifteen years. Amortization
expense charged to operations for both 2001 and 2000 was $6 million.
Long-lived assets and certain intangibles are reviewed for possible
impairment whenever events or changes in circumstances indicate the
carrying amount may not be recoverable. No material losses were incurred
as a result of this review. The remaining deferred expenses and other
assets at December 31, 2001 and 2000, respectively, are comprised of
deferred income tax assets and prepaid assets.

Liability for Policyholder Benefits
The Company accrues for incurred and unreported claims based on
historical paid and incurred claims data using actuarially accepted methods.
The assumptions used in determining the liability are regularly reviewed
and any adjustment resulting from these reviews is reflected in current
operations. Processing cost s related to such claims are accrued and
reported with accounts payable and accrued expenses. See Note 4 for
an analysis of changes in the liability for claims outstanding and the
corresponding claims adjustment expenses.
Policy reserves for accident and health insurance are established to reflect
that current premiums include a component to pre-fund f uture claims. The
liabilities for policy reserves are recognized on a net level premium method
based on assumptions deemed appropriate at the date of va luation as
to future investment yield, mortality, morbidity, w ithdrawals and include
margins for adverse deviations. Interest assumptions are consistent with
yield rates. Mortality, morbidity and withdrawal assumptions are based
on recognized actuarial tables or Company experience, as appropriate.
Accident and health policy reserves are calculated using mid-terminal
reserve factors. The weighted average assumed investment yield for
these policy reserves was 6% in 2001. Policy benefit claims are cha rged
to expense in the year incurred.
Life reserves are calculated using mean reserve factors.
The liabilities for reimbursed contracts and alternative funding
arrangements (national accounts and minimum premium plan contracts)
are also established as receivables.

Accrued Payroll and Related Benefits
Accrued payroll and related benefits contain accrued liabilities related
to wages, salaries, paid time off, pension, postretirement and
postemployment benefits.

Guaranty Fund Assessments
Under Florida law, the Company is subject to state guaranty fund assessments, the purpose of which is to collect money from solvent insurance
companies to cover certain losses to policyholders or members resulting
from the insolvency or rehabilitation of other insurance companies. The
Company's policy is to recognize its obligation for guaranty fund assessments when it becomes aware that an insolvency has occurred for which
the Company will be assessed.

Notes to Consolidated Financial Statements
BLUE CROSS AND BLUE SHIELD OF FLORIDA , I NC. AND SUBSIDIARIES

Certain other groups have contracts that provide for the group to be at risk
for all or a portion of their claims experience. Some of these self-funded
groups purchase aggregate and/or specific stop-loss coverage. In exchange
for a premium, the group's aggregate liability or the group's liability on
any one episode of care is capped for the year. The Company charges
self-funded groups an administrative fee which is based on the number
of members in a group or the group's claims experience. Under the
Company's self-funded arrangements, amounts due are recognized based
on incurred claims plu s administrative and other fees and any stop-loss
premiums. In addition, accounts for certain self-funded groups are charged
or credited w ith interest expense or income as provided by the groups'
contracts.

,. , onsolidate

_J

d Financial

•~

51-11ELD 0

, D BLUE

F

f

LO

RID"'

\NC-

Statements
p.ND

suBSID

Operating expenses are allocated to various lines of business and
subsidiaries in order to determine the expense reimbursement due
from Medicare, w here the Company acts as a fiscal intermediary.
Reimbursements of $166 million and $147 million for 2001 and 2000
(which approximates the cost of administering these programs) w ere
included in revenue . The actual cost of administration is included in
operating expenses. Reimbursements and claim payments are subject to
audit by the respective agencies and any resulting adjustments are reflected
in current operations. In connection with this fiscal intermediary contract
and expense reimbursement arrangement. the Company processed
74 million claims totaling $12 billion in 2001 and 61 million claims
totaling $9 billion in 2000.
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Receivables
Receivables are reported net of an allow ance for estimated uncollectible
amounts of $14 million and $20 million at December 31 , 2001 and 2000,
respectively, based upon a percentage of aged receivables and management's judgment of collectibility. The Plan records its proportional share of
unearned premium reserves and related receivables for the Federal
Employees Health Benefits Program (FEP).

Property, Equipment and Computer Software
Property, equipment and computer softw are are recorded at cost.
Depreciation and amortization are computed on the straight-line method
over the estimated useful lives of the related assets, w hich range from
three to thirty-nine years. Property, equipment and computer softw are
are review ed for possible impairment w henever events or changes in
circumstances indicate the carrying amount may not be recoverable .
No material losses w ere incurred as a result of this review.

1

Computer softw are costs consist of costs to purchase and develop
software . The Company capitalizes internally developed softw are costs
based on a project-by-project analysis. Amortization of capitalized softw are
is computed on an item-by-item basis over a period of three to seven
years, depending on the useful life of the softw are.

Deferred Expenses and Other Assets
The costs of acquiring new business, principally direct marketing
expenses, and certain expenses of policy issuance have been deferred.
These expenses vary w ith, and are primarily related to, the production of
certain Medicare supplemental products . The deferred acquisition costs of
$31 million and $24 million, net of accumulated amortization, at December
31 , 2001 and 2000, respectively, are included in deferred expenses .
Deferred acquisition assets are being amortized over the expected
premium-paying period of the related policies.

6

23

Goodwill represents the excess of the purcha se price over the fair value
of the net assets at the date of acquisition . Goodw ill of $78 million and $84
million, net of accumulated amortization, at December 31, 2001 and 2000,
respectively, is included in deferred expenses and other assets and is
being amortized on a straight-line basis over fifteen years . Amortization
expense charged to operations for both 2001 and 2000 was $6 million.
Long-lived assets and certain intangibles are reviewed for possible
impairment whenever events or changes in circumstances indicate the
carrying amount may not be recoverable. No material losses w ere incurred
as a result of this review. The remaining deferred expenses and other
assets at December 31, 2001 and 2000, respectively, are comprised of
deferred income tax assets and prepaid assets.

Liability for Policyholder Benefits
The Company accrues for incurred and unreported claims based on
historical paid and incurred claims data using actuarially accepted methods.
The assumptions used in determining the liability are regularly reviewed
and any adjustment resulting from these reviews is reflected in current
operations. Processing costs related to such claims are accrued and
reported w ith accounts payable and accrued expenses . See Note 4 for
an analysis of changes in the liability for claims outstanding and the
corresponding claims adjustment expenses.
Policy reserves for accident and health insurance are established to reflect
that current premiums include a component to pre-fund future claims . The
liabilities for policy reserves are recognized on a net level premium method
based on assumptions deemed appropriate at the date of valuation as
to future investment yield, mortality, morbidity, withdrawals and include
margins for adverse deviations. Interest assumptions are consistent with
yield rates. Mortality, morbidity and withdrawal assumptions are based
on recognized actuarial tables or Company experience, as appropriate.
Accident and health policy reserves are calculated using mid-terminal
reserve factors. The w eighted average assumed investment yield for
these policy reserves w as 6% in 2001. Policy benefit claims are charged
to expense in the year incurred.
Life reserves are calculated using mean reserve factors .
The liabilities for reimbursed contracts and alternative funding
arrangements (national accounts and minimum premium plan contracts)
are also established as receivables.

Accrued Payroll and Related Benefits
Accrued payroll and related benefits contain accrued liabilities related
to wages, salaries, paid time off, pension, postretirement and
postemployment benefits.

Guaranty Fund Assessments
Under Florida law, the Company is subject to state guaranty fund assessments, the purpose of w hich is to collect money from solvent insurance
companies to cover certain losses to policyholders or members resulting
from the insolvency or rehabilitation of other insurance companies. The
Company's policy is to recogn ize its obligation for guaranty fund assessments w hen it becomes aw are that an insolvency has occurred for which
the Company will be assessed.

.,
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2000
Gross
Gross
Unrealized Unrealized Fair
Value
Gains
Losses
(in millions)

Income Taxes
The Company files consolidated federal and state income tax returns
with its 80% or more owned subsidiaries.
The Company provides for income taxes in accordance with SFAS No. 109,
Accounting for Income Taxes. Under SFAS No. 109, deferred tax assets
and liabilities are determined based on the difference between the financial
statement and tax bases of assets and liabilities using currently enacted
tax rates and laws in effect for the year in which the differences are
expected to reverse.

Comprehensive Income
Other comprehensive income for the period consisted entirely of
unrealized gains and losses on investments. Policyholders' equity at
December 31, 2001 and 2000 includes $27 million and $55 million of
accumulated other comprehensive income related to net unrealized gains
on investments, net of deferred income taxes, respectively.

Cost
Fixed maturities:
U.S. Government & Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other
Total fixed maturities
Equity securities

$ 13
3
1
13
4

$

456
94
22
293
181
7
1,053
218
$1,271

34
97
$ 131

$

2

1
7

10
32
$ 42

The Company capitalizes interest incurred on funds used to construct
property, equipment and computer software. The capitalized interest is
recorded as part of the asset to which it relates and is amortized over the
asset's useful life. Interest cost capitalized was $1 million and $2 million
for the years ended December 31 , 2001 and 2000, respectively.

$

467
97
22
299
185
7
1,077
283
$ 1,360

***
4. LIABILITY FOR CLAIMS OUTSTANDING
AND UNPAID CLAIMS ADJUSTMENT
EXPENSES
Activity in the liability for claims and claims adjustment expenses outstanding
is summarized as follows for the years ended December 31, 2001 and 2000:

Policyholders' equity at December 31, 2001 includes $27 million of
unrealized gains on investments, net of deferred income taxes of
$18 million. Policyholders' equity at December 31, 2000 includes
$55 million of unrealized gains on investments, net of deferred income
taxes of $34 million.

2001

New Accounting Pronouncements
In July 2001, the Financial Accounting Standards Board issued SFAS No.
141, Business Combinations, and SFAS No. 142, Goodwill and Other
Intangible Assets. SFAS No. 141 and SFAS No. 142 establish accounting
and reporting standards for business combinations and for goodwill and
intangible assets resulting from business combinations, respectively. SFAS
No. 141 prohibits the use of the pooling-of-interests method of accounting
for business combinations and applies to all business combinations initiated after June 30, 2001. SFAS No. 142 discontinues the periodic amortization of goodwill and requires impairment to be tested annually. Further,
SFAS No. 142 replaces the measurement guidelines for impairment,
whereby goodwill not considered impaired under previous accounting literature may be considered impaired under SFAS No. 142. SFAS No. 142 is
effective for all fiscal years beginning after December 15, 2001, and cannot
be applied retroactively. SFAS No. 142 is to be applied to all recorded
goodwill and intangible assets as of the date of adoption. The Company
does not anticipate an impairment of goodwill and will cease goodwill
amortization expense as of January 1, 2002.

***
2.

INVESTMENTS AVAILABLE-FOR-SALE

The amortized cost and fair value of fixed maturities by contractual
maturity are shown below. Expected maturities will differ from
contractual maturities because borrowers may have the right to call or
prepay obligations.

Cost
Due in one year or less
Due after one year
through five years
Due after five years
through ten years
Due after ten years
Mortgage-backed securities

Fixed maturities:
U.S. Government & Agencies
Mortgage-backed securities
Public utilities
Corporate
Municipals
Other
Total fixed maturities
Equity securities

435
152
24
389
201
15
1,216
376
$1,592

$

13
4
1
12
4
1
35
73
$ 108

$

2
1

8
1

$

39
479

493

420

427

357
189
1,064
152
$1,216

363
189
1,084
155
$1,239

312
172
959
94
$ 1,053

320
178
980
97
$ 1,077

12
52
64

446
155
25
393
204
16
1,239
397
$1 ,636

$

$

3,475
34
3,509

3,164
(3)
3,161

2,938
461
3,399

2,723
420
3,143

563

$

5. BENEFIT PLANS
The Company participates in a defined benefit, non-contributory pension
plan covering substantially all of its employees. The plan provides benefits
based on years of service and the employee's compensation in the years
immediately preceding retirement. On October 1, 1999, the Company
introduced a new defined benefit, non-contributory pension equity formu la.
The formula provides benefits based on years of service, age and the
employee's compensation in the years immediately preceding retirement.
Employees hired or rehired on or after this date were automatically
enrolled in the new plan. On June 1, 2000, current employees had the
opportunity to make a one-time election to participate in the new plan or
remain in the current plan. The plan is funded through the Blue Cross and
Blue Shield National Retirement Trust, a collective investment trust which
services the retirement programs of its participating employers. Assets of
the National Retirement Trust consist primarily of listed equity securities
and U.S. Government and corporate bonds.

2001
2000
(in millions/
19 $
18
$
197
187
176
159
193
145
585
509
(233)
(192)
$ 352
$ 317

For financial reporting purposes, a pension plan is considered underfunded
when the fair value of plan assets is less than the accumulated benefit obligation. The defined benefit plan had assets less than the accumulated
benefit obligation (actuarial present value of benefits earned to date based
on present salary levels) at December 31, 2001 and had assets in excess of

Depreciation and amortization expense for 2001 and 2000 was $51 million
and $41 million, of which $24 million and $15 million is related to computer
software, respectively. Internally developed software of $24 million and
$29 million in 2001 and 2000 was capitalized.

24

25

In addition to the defined benefit plan, there is an unfunded pension plan
included in the following table for 2001 and 2000. The projected benefit
obligation and accumulated benefit obligation for this plan was $32 million
and $25 million at December 31, 2001 and 2000, respectively.
The Company also provides certain health care and life insurance benefits
to eligible retired employees. Generally, the health care coverages pay
a percentage of most medical expenses reduced for any deductibles and
payments made by government programs and other group coverages.
Those covered by the HMO plan have authorized care ful ly covered
except for required copayments. Life payments are generally provided
by insurance contracts. The Company's current policy is to fund the
cost of postretirement health care and life insurance plans on a
pay-as-you-go basis.
The following tables detail the components of the pension plans combined
and other benefits, including the projected benefit obligation in excess
of plan assets, the accrued benefit cost recogn ized in the Company's
consolidated financial statements at December 31, 2001 and 2000,
and major assumptions used to determine these amounts.
Pension Benefits
Postretirement Benefits
2001
2000
2001
2000
(in millions)

453

***

COMPUTER SOFTWARE

Buildings and improvements
Equipment
Computer software
Total property, equipment and computer software
Less accumulated depreciation and amortization
Net property, equipment and computer software

Balance at December 31

435

The increase in prior years liability for claims and claims adjustment expenses includes a reserve strengthening resulting from the identification of certain unfavorable trends in the underlying claim data with respect to health
care costs in the health maintenance organization commercial products.

3. PROPERTY, EQUIPMENT AND

~~

$

The balances at December 31, 2001 and 2000 include the liability for claims
adjustment expenses of $25 million and $19 million, respectively. These
amounts are included in accounts payable and accrued expenses on the
balance sheet.

***

2001
Gross
Gross
Unrealized Unrealized Fair
Value
Gains
Losses
(in millions)
$

$

Proceeds from sales of investments during 2001 and 2000 were
$719 million and $864 million, respectively. Gross gains of $23 million and
$48 million and gross losses of $18 million and $43 million were realized
on those sales in 2001 and 2000, respectively.

Investments available-for-sale are summarized as follows:

Cost

2000
Fair
Fair
Value
Cost
Value
(in millions)
$
55
39 $
55 $

2001

Balance at January 1
Incurred related to:
Current year
Prior years
Total incurred
Paid related to:
Current year
Prior years
Tota l paid

2000

(in millions)
453
$

the accumulated benefit obligation at December 31, 2000. The Company's
funding policy with respect to the defined benefit plan is to meet the minimum requirements of applicable regulations within the limits of deductibility
under current tax regulations. In conformity with that policy, the Company
made additional contributions in 2001 and 2000 which reduced the accrued
pension liability.

Accumulated benefit
obligation/Accumulated postretirement benefit obligation
Projected benefit obligation/
Expected postretirement
benefit obligation
Fair value of plan assets
Projected benefit
obligation less than (in
excess of) plan assets
Total recognized amounts in
the consolidated balance
sheets consist of:
Accrued benefit liability
Intangible asset
Net amount recognized
in the consolidated
balance sheets
Weighted-average assumptions
as of December 31:
Discount rate
Expected return on plan assets
Rate of compensation increase

Benefit cost
Employer contributions
Benefits paid

$ 279

$ 235

$

76

$

67

$ 367
263

$ 315
274

$

93

$

91

$(104)

$ (41)

$ (93)

$ (91)

$ (35}
1

$ (35)

$ (94)

$ (89)

$ (34}

$ (35)

$ (94}

$ (89)

7.25%
9.00%
3.00%6.50%

7.50%
9.00%
3.00%6.50%

7.25%

7.50%

3.00%6.50%

3.00%6.50%

$

$

$

18
18
14

16
13
11

7
3
3

$

7
2
2
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energy to support civic and

4. LIABILITY FOR CLAIMS OUTSTANDING

community activities and

AND UNPAID CLAIMS ADJUSTMENT
EXPENSES

to improve the lives of their
fellow Floridians .

Activity in the liability for claims and claims adjustment expenses outstanding
is summarized as follows for the years ended December 31, 2001 and 2000:

L

34
97

493

479
357
189
-1 064
' 152

363
189
1,084
155-

affil iate
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awarded $925,000 in grants
to 16 nonprofit organizations

312
172
959
94

a diversity of programs, from

physicians
mptoms,

to

5.

·th diabetes.

***

EQUIPMENT AND
2000 _

(in millions)
$

2,938
461
3,399

2,723
420
3,143

563

$

SOUND
PUBLIC POLICY

continue to work with
members and other
mers to ensure that

18
187

BENEFIT PLANS

For financial reporting purposes, a pension plan is considered underfunded
w hen the fair value of plan assets is less than the accumulated benefit obligation . The defined benefit plan had assets less than the accumulated
benefit obligation (actuarial present value of benefits earned to date based
on present salary levels) at December 31, 2001 and had assets in excess of

ica's health care sysvalves in a positive

25

the accumulated benefit obligation at December 31, 2000. The Company's
funding policy with respect to the defined benefit plan is to meet the minimum requirements of applicable regulations within the limits of deductibility
under current tax regulations. In conformity with that policy, the Company
made additional contributions in 2001 and 2000 which reduced the accrued
pension liability.
In addition to the defined benefit plan, there is an unfunded pension plan
included in the following table for 2001 and 2000. The projected benefit
obligation and accumulated benefit obligation for this plan was $32 million
and $25 million at December 31, 2001 and 2000, respectively.
The Company also provides certain health care and life insurance benefits
to eligible retired employees Generally, the health care coverages pay
a percentage of most medical expenses reduced for any deductibles and
payments made by government programs and other group coverages.
Those covered by the HMO plan have authorized care fully covered
except for required copayments. Life payments are generally provided
by insurance contracts. The Company's current policy is to fund the
cost of postretirement health care and life insurance plans on a
pay-as-you-go basis.
The following tables detail the components of the pension plans combined
and other benefits, including the projected benefit obligation in excess
of plan assets, the accrued benefit cost recognized in the Company's
consolidated financial statements at December 31, 2001 and 2000,
and major assumptions used to determine these amounts.
Pension Benefits
Postretirement Benefits
2001
2000
2001
2000
(in millions)

453

The Company participates in a defined benefit, non-contributory pension
plan covering substantially all of its employees. The plan provides benefits
based on years of service and the employee's compensation in the years
immediately preceding retirement. On October 1, 1999, the Company
introduced a new defined benefit, non-contributory pension equity formula.
The formula provides benefits based on years of service, age and the
employee's compensation in the years immediately preceding retirement.
Employees hired or rehired on or after this date were automatically
enrolled in the new plan. On June 1, 2000, current employees had the
opportunity to make a one-time election to participate in the new plan or
remain in the current plan. The plan is funded through the Blue Cross and
Blue Shield National Retirement Trust, a collective investment trust which
services the retirement programs of its participating employers. Assets of
the National Retirement Trust consist primarily of listed equity securities
and U.S. Government and corporate bonds.

improving

e lives of adolescents

3. PROPERTY, SOFTWARE
19
197

3,164
(3)
3,161

disease

4

$

3,475
34
3,509

***

regarding

heart

320
178
980
97

2001

$

rescription drugs, to train-

at11•

-

Balance at December 31

435

educating older adu lts about

.51441,jJI
,.iJZ§sV - -

COMPUTER

$

The increase in prior years liability for claims and claims adjustment expenses includes a reserve strengthening resulting from the identification of certain unfavorable trends in the underlying claim data with respect to health
care costs in the health maintenance organization commercial products.

across the state to fund

427

420

Balance at January 1
Incurred related to:
Current year
Prior years
Total incurred
Paid related to:
Current year
Prior years
Total paid

2000

(in millions)
$
453

The balances at December 31, 2001 and 2000 include the liability for claims
adjustment expenses of $25 million and $19 million, respectively. These
amounts are included in accounts payable and accrued expenses on the
balance sheet.
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456
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The Company capitalizes interest incurred on funds used to construct
property, equipment and computer software. The capitalized interest is
recorded as part of the asset to which it relates and is amortized over the
asset's useful life. Interest cost capitalized was $1 million and $2 million
for the years ended December 31, 2001 and 2000, respectively.
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Cost

number

Accumulated benefit
obligation/Accumulated postretirement benefit obligation
Projected benefit obligation/
Expected postretirement
benefit obligation
Fair value of plan assets
Projected benefit
obligation less than (in
excess of) plan assets
Total recognized amounts in
the consolidated ba lance
sheets consist of:
Accrued benefit liability
Intangible asset
Net amount recognized
in the consolidated
balance sheets
Weighted-average assumptions
as of December 31:
Discount rate
Expected return on plan assets
Rate of compensation increase

Benefit cost
Employer contributions
Benefits paid

$ 279

$ 235

$

76

$

67

$ 367
263

$ 315
274

$

93

$

91

$(104)

$ (41)

$ (93)

$ (91)

$ (35)
1

$ (35)

$ (94)

$ (89)

$ (34)

$ (35)

$ (94)

$ (89)

7.25%
9.00%
3.00%6.50%

7.50%
9.00%
3.00%6.50%

7.25%

7.50%

3.00%6.50%

3.00%6.50%

$

$

$

18
18
14

16
13
11

7
3
3

$

7
2
2

.,
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The health care cost trend rates utilized to project postretiree medical obligations for 2001 were assumed to be 9.0% declining to 5.0% in 2007. The
health care cost trend rates for 2000 were assumed to be 8.0% declining
to 5.0% in 2006. The effect of a 1.0% increase in the assumed health care
cost trend rate would increase the Accumulated Post Retirement Benefit
Obligation (APBO) approximately 0.7% and 1.3% as of December 31, 2001
and 2000, respectively. The effect of a 1.0% decrease in the assumed
health care cost trend rate decreases the APBO approximately 1.4%
and 1.9% as of December 31, 2001 and 2000, respectively.
The Company also provides certain postemployment benefits, such as
disability coverages, to former or inactive employees during the time
period following employment but before retirement. The accrued liability
for these benefits was $10 million and $12 million, as of December 31,
2001 and 2000, respectively.
The Company has a savings plan under Section 401 (kl of the Internal
Revenue Code for eligible employees. The savings plan is designed to
provide eligible employees an opportunity for savings for their retirement to
supplement benefits provided under the Federal Social Security Act as well
as other benefits. The savings plan allows employees to defer up to 20% of
their income on a pretax basis through contributions to the plan. Employee
contributions vest immediately. Employees enrolled under the traditional
defined benefit pension formula will receive an employer matching contribution of 50% of the salary reduction up to 6%. Matching contributions paid
by the Company vest over four years. Employees enrolled under the new
pension equity formula will receive an employer matching contribution of
100% of the sa lary reduction on the first 3% contributed, and 50% of the
salary reduction on the next 2% contributed. Matching contributions paid by
the Company vest immediately. For the years ended December 31, 2001
and 2000, the Company recorded expense for the matching contributions
of approximately $9 million and $7 million, respectively.

2001
Deferred tax assets:
Accrued expenses
Other liabilities and reserves
Property and equipment
Policy acquisition costs
Other
Valuation allowance
Gross deferred tax assets
Deferred tax liabilities:
Unrealized gain on investments
Software
Reserves
Other
Gross deferred tax liabilities
Net deferred tax asset

Basic Rental
Commitments
(in millions)
$ 22
14

8
7

6
5
$ 62

In most cases, management expects that in the normal course of
business, leases will be renewed or replaced by other leases. Rental
expense for 2001 and 2000 was $39 million and $40 million, respectively.

***
7.

INCOME TAXES

Statutory surplus and net income for the Plan were (in millions):

$

Statutory surplus as of:
December 31, 2001 (unaudited)
December 31, 2000

72

$

56
26
13
4
(66)
105

17
32
19
15
83
30

Statutory net income for the years ended:
December 31, 2001 (unaudited)
December 31, 2000

$

$

38

35%

2
2
(8)

2%
2%
(7)%

(17)

(16)%

17

16%

2000
Amount
Rate
(in millions)
$

$

29

35%

3
2
(2)

4%
2%
(2)%

(22)

(27)%

10

12 %

526

69
(20)

The Plan prepares its statutory financial statements in conformity with
accounting practices prescribed or permitted by the State of Florida.
Effective January 1, 2001, the State of Florida required that insurance
companies domiciled in the State of Florida prepare their statutory basis
financial statements in accordance with the NAIC Accounting Practices
and Procedures Manual - Version effective January 1, 2001, subject to
any deviations prescribed or permitted by the State of Florida insurance
commissioner. The cumulative effect for adoption of Codification without
permitted practices by the DOI, as of January 1, 2001 is $(11) million.
The cumulative effect including the permitted practice is $13 million as
of January 1, 2001.

Reconciliation of the differences between income taxes computed at
statutory federa l rates and the consolidated provision for income taxes for
2001 and 2000 is as follows:

$

665

The State of Florida adopted the National Association of Insurance
Commissioners (NAIC) Risk-Based Capital Act of 1995. Under this Act,
a company's risk-based capital (RBC) is calculated by applying certain risk
factors to various asset, claims and reserve items. If a company's adjusted
surplus falls below calculated RBC thresholds, regulatory intervention or
oversight is required. The Plan's RBC level as calculated in accordance
with the NAIC's RBC instructions exceeded all RBC thresholds as of
December 31, 2001 and December 31, 2000.

The Company's federal income tax returns for the years 1991 through 1995
have been examined by the IRS. Certain adjustments are currently being
appealed by the Company. In addition, the IRS is currently examining the
Company's federal income tax returns for the years 1996 through 1999.
In the opinion of management, the Company has made adequate provision
for income taxes that may become payable with respect to these years.

Income taxes computed at
statutory federal tax rate
State tax provision, net of
federal income tax benefit
Other, net
Tax-exempt income
Reduction in AMT
credit and change in
valuation allowance
Provision for income taxes
at effective tax rates

$

The Plan is required by the DOI to maintain statutory capital and surplus of
at least 10% of total liabilities (less taxes, expenses and other obligations
due or accrued) or $115 million and $110 million, as of December 31, 2001
and 2000, respectively.

34
29
16
6
85
20

The decrease in the valuation allowance is the result of IRS Audit and
Appea ls activity during the year.

2001

The Company leases office space and data processing and office
equipment under leases which expire on various dates through 2006 and
thereafter. The following is a schedule of future minimum rental payments
due under operating leases that have initial or remaining non-cancelable
lease terms in excess of one year:

2002
2003
2004
2005
2006
Thereafter
Total

66
54
21
13
8
(49)
113

$

Amount
Rate
(in millions)

6. OPERATING LEASES

2000

(in millions)

***

Year Ending
December 31,

.,

***

paid based on the used and unused portions of the facility. At December
31, 2001, the short-term borrowings outstanding on this facility remained
at $69 million, unchanged from last year's level. The weighted average
interest rate on these borrowings was 4.84% and 6.95% for 2001 and
2000, respectively. Interest incurred was $3 million and $6 million for
2001 and 2000, respectively.

Long-Term Debt
In November 2001, the Company marketed a $150 million surplus note
series, pursuant to Rule 144A under the Securities Act of 1933, which was
fully completed in January of 2002. The terms of the surplus notes include
a ten year maturity with a coupon rate of 8.25%, semiannual interest
payments scheduled on May 15th and November 15th and principal due
at maturity. As of December 31, 2001, the outstanding surplus notes
totaled $125 million in aggregate maturity value with an effective rate
of interest of 8.33%. With the additional $25 million that was issued in
January 2002, the weighted effective interest rate is 8.37%.
The surplus notes are expressly subordinated in right of payment to
all existing and future prior claims and senior indebtedness. They are
also subject to provisions of the Liquidation Act whereby the holders of
prior claims and senior indebtedness would be afforded greater priority
under Section 631 .271 of the Florida Statutes. Payments of interest, and
repayment of principal, will be subject to the prior approval of the Florida
Department of Insurance.
As of December 31, 2001, the carrying value of the surplus notes was
$124 million and interest expense incurred was $1 million. The Company
incurred $2 million in issue costs related to the surplus notes. The issue
costs were reported as a deferred charge on the balance sheet and
are amortized using a straight-line method over the term of the notes.
The discount portion is amortized using the effective interest method.

***
11. POLICYHOLDERS ' EQUITY

9. COMMITMENTS AND CONTINGENCIES
On December 15, 2000, the Company entered into a contract for the renovation of the Riverside Office Complex to be completed in 2003 . The
Company expects to incur costs of approximately $27 million over the
remaining contract term.
In the normal course of its business operations, the Company is involved in
routine litigation from time to time with insureds, beneficiaries and others,
and a number of such lawsuits were pending at December 31, 2001.
In management's opinion, based upon the advice of legal counsel, the
aforementioned litigation and claims will not have a material adverse effect
on the Company's financial position or results of operations.

***
8 . STATUTORY REPORTING
The Plan and certain other subsidiaries are required to file financial
statements with, and are subject to audit by, the Insurance Department
of the State of Florida (DOI). Such financial statements are prepared in
accordance with statutory accounting practices prescribed or permitted by
the DOI which differ from generally accepted accounting principles under
which the accompanying consolidated financial statements have been
prepared. Signific·ant differences resulting from these accounting practices
include certain investment valuation reserves, and certain claim reserves
recognized under statutory accounting, certain assets (primarily property
and equipment) not recognized under statutory accounting practices,
and surplus note classification.

***
10. SHORT-TERM BORROWINGS
AND LONG•TERM DEBT

Short-Term Borrowings
The Company may borrow up to $200 million at a floating rate under an
uncollateralized revolving facility through August 20, 2002. Agreements
governing borrowing include typical covenants which serve to limit asset
dispositions, the incurring of additional indebtedness and any material
changes in general lines of business. Commitment and facility fees are

The components of the Company's deferred tax assets and liabilities
at December 31, 2001 and 2000, respectively, are as follows:

26

27

2001

2000
(In millions)

Policyholders' equity, beginning of year
Net income
Change in net unrealized gains and losses on
investments, net of deferred income taxes
Dividends

$

Policyholders' equity, end of year

$

932
92

$ 897
73

(29)

(37)

ill
995

$ 932

Florida Combined Life Insurance Company, Inc. (FCL), a majority-owned
subsidiary, has authorized 100,000 shares of preferred stock, at $1 par
value per share. This preferred stock is non-convertible, has a stated
liquidation preference value of $10 million and is senior to all common
stock. It is redeemable by the Company at any time at a redemption price
of $100 per share and has voting rights equal to 4.98 votes for each share
of preferred stock. Dividends are cumulative and payable annually on
June 1, at a rate of $5 per annum per share. At December 31, 2001
and 2000, FCL had 80,000 shares outstanding with $8 million in capital
in excess of par.
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Statutory surplus and net income for the Plan were (in millions):
Statutory surplus as of:
December 31, 2001 (unaudited)
December 31, 2000
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Statutory net income for the years ended:
December 31, 2001 (unaudited)
December 31, 2000
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The Plan prepares its statutory financial statements in conformity with
accounting practices prescribed or permitted by the State of Florida.
Effective January 1, 2001, the State of Florida required that insurance
companies domiciled in the State of Florida prepare their statutory basis
financial statements in accordance with the NAIC Accounting Practices
and Procedures Manual - Version effective January 1, 2001, subject to
any deviations prescribed or permitted by the State of Florida insurance
commissioner. The cumulative effect for adoption of Codification without
permitted practices by the DOI, as of January 1, 2001 is $(11) million .
The cumulative effect including the permitted practice is $13 million as
of January 1, 2001.
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On December 15, 2000, the Company entered into a contract for the renovation of the Riverside Office Complex to be completed in 2003. The
Company expects to incur costs of approximately $27 million over the
remaining contract term.
In the normal course of its business operations, the Company is involved in
routine litigation from time to time with insureds, beneficiaries and others,
and a number of such lawsuits were pending at December 31, 2001.
In management's opinion, based upon the advice of legal counsel, the
aforementioned litigation and claims will not have a material adverse effect
on the Company's financial position or results of operations.
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10 . SHORT-TERM BORROWINGS
AND LONG-TERM DEBT

PMI

tii· ·NH

Short-Term Borrowings

***
8. STATUTORY REPORTING
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The Company may borrow up to $200 million at a floating rate under an
uncollateralized revolving facility through August 20, 2002 . Agreements
governing borrowing include typical covenants which serve to limit asset
dispositions, the incurring of additional indebtedness and any material
changes in general lines of business. Commitment and facility fees are

.
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Long-Term Debt
In November 2001, the Company marketed a $150 million surplus note
series, pursuant to Rule 144A under the Securities Act of 1933, which was
fully completed in January of 2002. The terms of the surplus notes include
a ten year maturity with a coupon rate of 8.25%, semiannual interest
payments scheduled on May 15th and November 15th and principal due
at maturity. As of December 31, 2001, the outstanding surplus notes
totaled $125 million in aggregate maturity value with an effective rate
of interest of 8.33%. With the additional $25 million that was issued in
January 2002, the weighted effective interest rate is 8.37%.
The surplus notes are expressly subordinated in right of payment to
all existing and future prior claims and senior indebtedness. They are
also subject to provisions of the Liquidation Act whereby the holders of
prior claims and senior indebtedness would be afforded greater priority
under Section 631 .271 of the Florida Statutes. Payments of interest, and
repayment of principal, will be subject to the prior approval of the Florida
Department of Insurance.
As of December 31, 2001, the carrying value of the surplus notes was
$124 million and interest expense incurred was $1 million. The Company
incurred $2 million in issue costs related to the surplus notes. The issue
costs were reported as a deferred charge on the balance sheet and
are amortized using a straight-line method over the term of the notes.
The discount portion is amortized using the effective interest method.

***
11 . POLICYHOLDERS' EQUITY

9. COMMITMENTS AND CONTINGENCIES
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The State of Florida adopted the National Association of Insurance
Commissioners (NAIC) Risk-Based Capital Act of 1995. Under this Act,
a company's risk-based capital (RBC) is calculated by applying certain risk
factors to various asset, claims and reserve items. If a company's adjusted
surplus falls below calculated RBC thresholds, regulatory intervention or
oversight is required. The Plan's RBC level as calculated in accordance
with the NAIC's RBC instructions exceeded all RBC thresholds as of
December 31, 2001 and December 31, 2000.

72
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19
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The Plan is required by the DOI to maintain statutory capital and surplus of
at least 10% of total liabilities (less taxes, expenses and other obligations
due or accrued) or $115 million and $110 million, as of December 31, 2001
and 2000, respectively.

.ND BLUE SHIELD

2001

$

paid based on the used and unused portions of the facility. At December
31, 2001, the short-term borrowings outstanding on this facility remained
at $69 million, unchanged from last year's level. The weighted average
interest rate on these borrowings was 4.84% and 6.95% for 2001 and
2000, respectively. Interest incurred was $3 million and $6 million for
2001 and 2000, respectively.

2

27

2001

2000

(In millions)
Policyholders' equity, beginning of year
Net income
Change in net unrealized gains and losses on
investments, net of deferred income taxes
Dividends

$ 932

Policyholders' equity, end of year

$ 995

92

$ 897
73

(29)

(37)
(1)

$ 932

Florida Combined Life Insurance Company, Inc. (FCU, a majority-owned
subsidiary, has authorized 100,000 shares of preferred stock, at $1 par
value per share. This preferred stock is non-convertible, has a stated
liquidation preference value of $10 million and is senior to all common
stock. It is redeemable by the Company at any time at a redemption price
of $100 per share and has voting rights equal to 4.98 votes for each share
of preferred stock. Dividends are cumulative and payable annually on
June 1, at a rate of $5 per annum per share. At December 31, 2001
and 2000, FCL had 80,000 shares outstanding with $8 million in capital
in excess of par.

~
Throughout 2001,
the company and its employees
recycled

4,048,504

pounds

of

material including more than 2,000
tons of paper and cardboard, as
well as glass, tin, aluminum and
plastic, helping to save:

@
8,097,008 gallons of water;

8,299,433 kilowatt hours of electricity;

and 34,412 trees.

***
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P.O . Box 44269
Jacksonville, Florida 32231-4269
www.bcbsfl.com
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